
THK OFFICE OF REGULATORY STAFF

DIRECT TESTIMONY AND EXHIBITS

OF

ROY H. BARNKTTK

May 27, 2008

O.a~

~, ~ '
CAY-0

DOCKET NO. 200S-5-G

AI'EQUAL REVIEW OF PURCHASED GAS
ADJUSTMKNT AND GAS PURCHASING

POLICIES OF SOUTH CAROLINA ELECTRIC
AND GAS COMPANY



Direct Testimony of ROY H. BARNETIE Docket No. 2008-5-G SOUTH CAROLINA ELECTRIC st GAS CO.

May 27, 2008

1 DIRECT TESTIMONY OF ROY H. BARNETTE

Page I of I I

FOR

THE OFFICE OF REGULATORY STAFF

DOCKET NO. 2008-5-G

5 IN RKI ANNUAL REVIEW OF PURCHASED GAS ADJUSTMENT AND GAS

6 PURCHASING POLICIES OF SOUTH CAROLINA ELECTRIC AND GAS

COMPANY

9 Q. PLEASE STATE FOR THE RECORD YOUR NAME, BUSINESS ADDRESS

10 AND OCCUPATION.

11 A. My name is Roy H. Barnette. My business address is 1441 Main Street,

12 Suite 300, Columbia, South Carolina, 29201. I am employed by the Office of

13 Regulatory Staff ("ORS")as an Audit Manager.

14 Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND

15 EXPERIENCE.

16 A.

18

19

20

21

22

23

Following a six year enlistment in the United States Marine Corps, I

received a B.A. Degree in Business Administration with a major in Accounting

fiom the University of South Carolina in 1968.From 1968 to 1971, I was employed

with S.D. Leidesdorf and Company, a national CPA firm in Charlotte, North

Carolina. In 1972, I entered the private business sector, where I was employed by

Bagnal Builders Supply Company, Inc., here in Columbia, serving as Senior Vice

President and Chief Financial Officer from 1972 until September 1999. From

September 1999 until December 2004, I was employed as a member of the Audit
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1 Staff of the Public Service Commission of South Carolina ("Commission" ) where I

2 participated in cases involving the regulation of gas, water and wastewater

3 compames. In January 2005, 1 began my employment with the South Carolina

4 ORS.

5 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY INVOLVING SOUTH

6 CAROLINA ELECTRIC AND GAS COMPANY, INC. , IN THIS DOCKET?

7 A. In Docket No. 87-426-G, Order No. 87-898, dated August 14, 1987, the

8 Commission instituted an annual examination of the Purchased Gas Adjustment

9 ("PGA") and Gas Purchasing Policies of South Carolina Electric and Gas Company

10 ("SCEtl'eG" or the "Company" ). In accordance with the above referenced order, the

11 ORS Audit Staff has examined the Company's gas cost for the review period of

12 March I, 2007 through February 29, 2008, as established in Docket No. 2008-5-G.

13 The purpose of my testimony is to present ORS Audit Department's findings and

14 recommendations resulting from our examination of the Company's gas costs for

15 this period.

16 Q. WHAT ARE THE MOST RECENT COST OF GAS FACTORS FILED

17 WITH THIS COMMISSION?

18 A. In PGA Docket No. 2006-5-G, Order No. 2006-679, dated November 13,

19

20

21

22

23

2006, the Company was authorized, aAer proper notification to the Commission,

ORS and the South Carolina Energy Users Committee ("SCEUC"), as set forth in

the Settlement Agreement, to adjust its cost of gas factors on a monthly basis for

material differences of $0.01 per therm or more in any cost of gas factor beginning

with the first billing cycle of each month. These factors were adjusted during the
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1 months of March, April, June, August, September, November, December 2007, and

2 January and February 2008. The Company Demand Cost of Gas Factor ("DCOG"),

3 and Commodity Cost Of Gas Factors ("CCOG") were as listed below:

4 DCOG Per Therm

5 Residential $0.25298 $0.21273

As of Feb. 28, 2007 As ofFeb. 29, 2008

6 Small/Med. General Service $0.18478 $0.14752

7 Large General Service $0.15511 $0.18465

8 CCOG Per Therm $0.88402 $0.88633

9 Q. DID ORS CONDUCT AN EXAMINATION OF THE COMPANY'S

10 (OVER)/UNDER REVENUE COLLECTION CALCULATIONS?

11 A. Yes. ORS has examined the Company's Cumulative (Over)/Under

12 Collection calculations for the review period ended February 29, 2008, and traced

13 amounts to the books and records of the Company and to supporting

14 documentation.

15 Q. IN CONNECTION WITH YOUR TESTIMONY, DID YOU PREPARE, OR

16 CAUSE TO BE PREPARED, CERTAIN EXHIBITS?

17 A. Yes. Audit Exhibit RHB-1 through Audit Exhibit RHB-5 are attached to my

18 testimony.

19 Q. PLEASE EXPLAIN THE FORMAT USED IN AUDIT EXHIBIT RHB-I.

20 A. Audit Exhibit RHB-1 presents the Company's Cumulative (Over)/Under

21

22

23

Collection calculation by month for the review period ended February 29, 2008.

~ Column (1) represents total Firm Commodity Costs.

~ Column (2) contains the Firm Sales Therms.
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10

12

13

14

15

16

17

19

20

21

22

23

~ Column (3) calculates the Commodity Cost per Therm by dividing the Total

Firm Commodity Cost shown in Column (I) by Total Firm Sales Therms

shown in Column (2).

~ Column (4) is the Billing Commodity Cost per Therm or the actual rate billed

by SCEtl'eG to its firm customers as commodity cost. These Billing Costs per

therm were adjusted in accordance with Order No. 2006-679.

~ Column (5) shows the difference between the actual cost per therm and the

billing cost per therm.

~ Column (6) reflects the Commodity (Over)/Under Collection for each month

which is calculated by multiplying by the volume in Column (2) by the

Difference in Column (5) and includes the calculation of recoverable carrying

costs associated with Conunodity (Over)/Under collection. Beginning with

the month of November 2007, Column (6) also contains, on a monthly basis,

the amounts of gas costs deemed uncollectible. (Please see discussion below

for further explanation).

~ Column (7) presents the Demand Cost (Over)/Under Collection component

which is calculated on Exhibit RHB-2, and the calculation of the recoverable

carrying costs associated with the Demand (Over)/Under collection.

~ Column (8) presents supplier and Company corrections and adjustments,

subsequently verified by ORS.

~ Column (9) presents the Total Monthly (Over)/Under Collection which

summarizes the current month (over) or under collection and any prior month

adjustments posted in the current month.
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1 ~ Column (10) shows the Cumulative (Over)/Under Collection balance by

month and at the end of the review period.

3 Q. PLEASE EXPLAIN THE CALCULATION OF CARRYING COST.

4 A. In accordance with Order No. 2006-679, carrying cost is computed using

5 the rate of interest, as of the first day of each month, for 10-year U.S. Government

6 Treasury Bills plus an all-in spread of 65 basis points, not to exceed 6%, and shall

7 not be applied to (Over)/Under-Collection balances equal to or exceeding $20

8 million. The computed carrying costs for both Commodity and Demand are shown

9 by month and have been recalculated and the rates verified to those published in the

10 Wall Street Journal on the first day of each month.

11 Q. WERE THERE OTHER FACTORS WHICH IMPACTED THE

12 (OVER)/UNDER CALCULATION FOR THIS REVIEW PERIOD?

13 A. Yes. This schedule contains four (4) areas which require further explanation.

14 They are as follows:

15 Rate 35 Trans ortation Volumes: The Commission, in Docket No. 2007-5-G,

16

17

19

20

21

22

Order No. 2007-595 dated September 6, 2007, authorized the Company to recover

the un-billed demand costs accumulated under the PGA tariff sheet approved in

Docket No. 2005-113-G, Order No. 2005-619 dated October 31, 2005. This

adjustment was the result of the inclusion of an incorrect formula in the Settlement

Agreement tariff schedules published as part of Docket No. 2005-113-G. Through

the end of the prior PGA review period, September 2006 through February 2007

(Docket No. 2007-5-G), the Company had calculated a total under-billing related to

the application of this tariff of $1,189,575. This amount was reflected in Exhibit
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1 RHB-I of witness Roy H. Bamette's testimony in the previous docket. By the time

10

12

13

14

15

the Company was authorized to post the adjustment in July of 2007, the amount had

grown to $1,902,941. The Company's July 2007 adjustment is shown in column (8)

of ORS's Exhibit RHB-1 as a Prior Month Adjustment. This amount is comprised

of $1,189,575 for the period April 2006 through February 2007 and $713,366 from

March 2007 through July 2007. Effective August 2007, the Company changed its

tariff sheet to reflect the correct calculation formula for demand cost recovery. In

order to reflect the correct ending balance in the Cumulative (Over)/Under

Collection, the amount shown in the previous PGA filing needed to be reversed and

included in the Company adjustment of $1,902,941.

Uncollectible Gas Costs: In Order No. 2006-679, the Commission authorized the

Company to "recover its uncollectible gas costs through the commodity cost of gas

beginning with the first billing cycle in November 2007 and timed to coincide with

any rate adjustment approved as a result of SCE&G's 2007 Rate Stabilization Act

filing. " These amounts will be addressed further in the testimony of ORS Witness

16 Flynt.

17 Franchise Fees: On December 20, 2007, SCE&G requested special accounting

18

19

20

22

23

treatment related to municipal fees under Docket No. 2007-459-E. Under that

filing, the Company requested that its accumulated balance of deferred franchise

fees as of December 2006 be credited to its customers through the fuel adjustment

clause (aFAC") and PGA proceedings On January 25, 2008, the Commission

issued Order No. 2008-49 granting the requested accounting treatment. As a result,

the accumulated balances Irom gas operations as of December 31, 2006, totaling

THE OFFICE OF REGIILATORY STAFF
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1 $10,540,223 were credited to the customers as a reduction to the cost of gas through

10

12

13

the PGA. Order No. 2008-49 granted the request for special accounting treatment

subject to review and reconsideration in future fuel clause proceedings, cost of gas

proceedings, or other rate-related proceedings. The Commission undertook a full

review of the above accounting treatment in conjunction with the Company's FAC

hearing in Docket No. 2008-2-E. Beginning January 2007, SCE&G proposed to

record the current year payment of franchise fees as a prepaid expense on the

balance sheet, and record collections of these fees as "other gas revenue, "net of the

amortization of the prior year payment. This procedure will allow any future

differences between prepayments and collections to flow through operating results

as regulated income, and avoid any accumulations in prepaid accounts. At the same

time, this change will have no impact on the way the customers are currently billed

for the franchise fees.

14 June 2007 — Over IUnder Calculation: In May of 2007, the Company filed a

15

16

17

18

20

21

22

revised gas tariff, under its gas cost recovery mechanism, for the month of June

2007. However, during the first six billing cycles of June 2007 the Company failed

to implement the revised rates. For those six cycles the Company used the rates that

were in effect for the months of April and May 2007. This resulted in an under-

billing during the month of June 2007 of $57,174. This amount consists of $7,962

applicable to commodity cost included in column (6) and $49,212 applicable to

demand cost included in column (7). As the Company is permitted by Commission

regulations to bill and collect these under-billings, the total amount of ($57,174) has
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1 been added to the Cumulative (Over)/Under Collection as of June 2007 in column

2 (10) thereby increasing the reported over collection at that date.

3 The total over collection at the end of the review period is $6,773,842.

4 Q. PLEASE EXPLAIN AUDIT EXHIBIT RHB-2.

5 A. This exhibit shows the calculation of the Demand Cost (Over)/Under

Recovery by month, by customer class.

10

12

Net Firm Capacity Charges, Line (1) amounts are allocated to the three

customer classes. For the months of November 2006 through July 2007 the

amounts were allocated using the percentage allocation approved by the

Commission in Order No. 2006-679. Effective August 1, 2007 the allocation

percentages were changed in accordance with, Order No. 2007-595.

Line (2) contains the Actual Sales Therms for the period reported by class of

13 customer.

15

16

18

19

20

21

22

23

Line (3) presents the Actual Demand Charges per Therm by customer class

and is a calculation of the Net Finn Capacity Charges on Line (1)divided by

the Actual Sales Therms on Line (2).

Line (4) presents the Projected Charges per Therm by customer class as

adjusted monthly by the Company filings with the Commission, ORS and

SCEUC.

Line (5) is the Difference between Actual Demand Charges per Therm and

Projected Charges per Therm by customer class.

Line (6) contains the Actual Sales Therms, for the period, reported by class of

customer.

THE OFFICE OF REGULATORY STAFF
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I ~ Line (7) represents the (Over)/Under Demand Charges, by customer class,

calculated by multiplying the demand cost differences calculated on Line (5)

by the sales volumes shown on Line (6). The totals shown on Line (7) are

then carried forward, by month, to Column (7) on Audit Exhibit RHB-1.

5 Q. WHAT IS INCLUDED ON AUDIT EXHIBIT RHB-3?

6 A. Audit Exhibit RHB-3 shows the detail of gas held in underground storage

10

12

13

14

15

16

18

19

20

21

during the review period. ORS has verified injections and withdrawals, by month,

for each of the storage fields on the Southern and Transco interstate pipelines. The

Southern system's Customer Storage Service ("CSS") has two fields: Muldon,

located in Prairie County, Mississippi and Bear Creek, located in Bienville Parish,

Louisiana. The Transco system has four fields: General Storage Service ("GSS")

located in Potter and Clinton counties, Pennsylvania; Eminence Storage Service

("ESS")located in Covington County, Mississippi; a Liquefied Natural Gas Storage

Service ("LGA") located in Carlstadt, New Jersey; and Washington Storage Service

("WSS") located in St. Landry Parish, Louisiana. For the period under review, total

underground storage injections were 4,111,107 dekatherms at a total cost of

$29,436,829 which converts to an average injection rate of $7.16 per dekatherm.

Withdrawals totaled 4,805,513 dekatherms at a total cost of $38,033,567 which

converts to an average withdrawal rate of $7.91 per dekatherm. Total underground

storage inventory at February 29, 2008 equaled 2,654,476 dekatherms with a total

cost of$20,348,527, or a weighted average cost of $7.67 per dekatherm.

22

23
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2 A. Audit Exhibit RHB-4 details, by month, total LNG inventory activities for

3 the Salley and Bushy Park facilities. ORS has verified these inventories to the

4 books and records of the Company, including inventory records. These inventories

5 are reported on a one thousand cubic feet ("MCF") basis. This exhibit summarizes

6 all the activity affecting inventory including boil-off, vaporization, liquefaction,

7 volume transfers between facilities, gas lost to atmosphere, volume adjustments,

8 transportation expenses and direct costs capitalized. Capitalized costs at both

9 facilities consist mostly of expenses associated with the liquefaction capability at

10 the Bushy Park facility, some of which are allocated to Salley based on the ratio of

11 volume transported to Salley, when applicable. Total LNG inventory on February

12 29, 2008 totaled 1,035,066 MCF at a total cost of $8,434,620, or a weighted

13 average rate of $8.15.

14 Q. WHAT IS INCLUDED ON AUDIT EXHIBIT RHB-5?

15 A. Audit Exhibit RHB-5 details the results of the Company's hedging program

16

17

18

19

20

21

22

23

for the period under review. In Order No. 2006-679, the Commission authorized

SCE&G's establishment and implementation of a financial hedging program to

begin effective November 1, 2006. The results, as shown in this exhibit, are

reflected in gains or losses on a monthly basis net of brokerage fees, commissions

and related expenses resulting from the purchase of options to buy gas futures

contracts ("Call Options" ), the purchase of options to sell gas futures contracts

("Put Options" ), and "Swaps. " Swaps are individually negotiated transactions

between SCE&G and certain financial institutions. The Company purchases these

THE OFFICE OF REGULATORY STAFF
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1 "Call" and "Put" options at various strike prices. The strike price is the specified

2 price at which a gas futures contract could be bought ("Call Option" ) or sold ("Put

3 Option" ) if the options are exercised. During the review period the Company

4 purchased a net of 1,083 contracts of Futures and Swaps. The purchases and/or

5 sales of these transactions were verified, on a test basis, by tracing them to the

6 broker statements in detail. The operation of the hedging program, including the

7 purchase and sale of optionslswaps, related fees and other expenses for the review

8 period, resulted in an increase in the cost of gas in the amount of $19,038,105.

9 Since its inception, the Company's hedging program has increased the Cost of Gas

10 by $36,565,266.

11 Q. WHAT ARE ORS'S FINDINGS REGARDING SCE&G'S GAS COSTS?

12 A. Based on the examination, it is the opinion of ORS that gas costs are,

13 subject to the adjustments described herein, accurately stated and that amounts

14 shown fairly represent the Company's costs incurred for the period March 2007

15 through February 2008.

16 Q. DOES THAT CONCLUDE YOUR TESTIMONY?

17 A. Yes, it does.
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